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According to the uncovered interest rate parity (UIP) condition, risk neutral and 
rational investors would expect the foreign currency to depreciate against the national 
currency when the foreign interest rate is higher than the national interest rate. The 
depreciation rate is just the interest rate difference between the two countries and thus 
investors will earn a zero return in excess of the national interest rate by the way that 
borrows at home and lends at abroad. However, higher foreign interest rate usually 
means a higher excess return in the currency markets. In the thesis, the violation of 
the UIP condition phenomenon in the currency markets is studied. We construct eight 
foreign currency portfolios on the basis of foreign interest rate and study the excess 
return of the portfolios. The excess return on the higher interest rate portfolio is higher 
than the low interest rate portfolio and we want to explain the different excess returns 
between the different portfolios. An independent volatility shock is introduced to the 
existing durable long run risk model and the improved durable long run risk model 
can better explain the currency risk premium between the different portfolios. In 
DLRR model, news about consumption has an impact on long erm expected growth 
rates or economic uncertainty. With the use of Fama-MacBeth two-stage procedure 
and ‘out of sample’ procedure, we find that the improved durable long run risk model 
can get a significant risk premium. Our model can better explain the risk premium 
between different portfolios than other models. Durable consumption shock is very 
important in explaining the currency risk premium. Furthermore, our durable long run 
risk model can get a reasonable risk preference parameter. For ‘out of sample’ 
prediction, our durable long run risk model can better predict the currency returns by 
average pricing errors. The prediction ability of durable long run risk model is similar 
to other models by mean squared pricing errors, which is similar to the prediction 
ability of long run risk model in stock markets. In all, the currency risk premium is 
well explained by our durable long run risk model.  
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转换成美元后的收益率。我们可以得到：    
    
   
    
   
  。其中：    
 代表的
是t+1期的汇率，代表的是一单位外国货币所代表的美元；  

















最终，我们可以得到投资外国债券的实际超额收益率    
         
    


















组合 1 2 3 4 5 6 7 8 
年份 1953-2008 
均值 -1.87 -0.44 -0.07 0.91 0.22 0.46 3.24 3.17 
方差 6.34 7.26 7.11 8.54 7.67 8.22 8.53 13.05 
夏普比率 -0.29 -0.06 -0.01 0.11 0.03 0.06 0.38 0.24 
年份 1971-2008 
均值 -2.20 0.49 0.18 1.86 -0.06 0.95 4.16 3.25 
方差 7.64 7.62 8.61 9.91 9.26 9.71 10.25 15.16 
夏普比率 -0.29 0.06 0.02 0.19 -0.01 0.10 0.41 0.21 
数据来源：Hanno Lustig & Adrien Verdelhan，American Economic Review，2011 
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